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THE GROWTH OF THE UNION PACIFIC AND ITS 
FINANCIAL OPERATIONS. 

At midnight of January 31, 1898, the Union Pacific 
Railroad system emerged from one of the most drastic 
reorganizations hitherto known in railway finance. Its 
growth and activities since that date have also been the 
most remarkable, perhaps, in corporate history. An 
account of these will be attempted in the following 
pages. 

Since the organization of the present Union Pacific 
Railroad Company in July, 1897, there have been three 
fairly well-defined periods in the system's development. 
During the first period, which extended from the date of 
organization to, say, December 31, 1900, the company 
confined its activities in the way of expansion mainly to 
bringing back under its control those auxiliary systems 
and branch lines which had been parts of the old Union 
Pacific, but which during the receivership period of 1893 
to 1897, inclusive, had been torn out and reorganized 
separately. The second period began early in 1901 with 
the Union Pacific's attempt to gain control of Northern 
Pacific, and thereby a one-half interest in the Chicago, 
Burlington & Quincy. Growing out of this attempt, and 
belonging to this period, were the formation of the Northern 
Securities Company, the subsequent decision by the United 
States Supreme Court that this company was a combi- 
nation in restraint of trade and illegal, and the redistri- 
bution to its stockholders of the Great Northern and 
Northern Pacific stock which it held. The gradual sale 
by the Oregon Short Line of its portion of these 
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shares, and its subsequent large purchases of Alton, 
Atchison, Baltimore & Ohio, Illinois Central, New York 
Central, North-western, and Chicago, Milwaukee & St. 
Paul stocks are the important events of the third period. 
Running thru all three periods are the extensive activi- 
ties of the Union Pacific in the betterment and equipment 
of the lines of its system. 



I. 

Organization and Reconstruction, 1897-1900. 

A brief description of the Union Pacific system as it 
existed in 1893, just before the receivership, and of its 
subsequent dismemberment, will assist to an understand- 
ing of the events of the first period. 

The old Union Pacific Railway Company was organized 
in 1880 as a consolidation of the still older Union Pacific 
Railroad Company, whose main line extended from Council 
Bluffs, Iowa, to Ogden, Utah, a distance of 1,043 miles; 
of the Kansas Pacific Railway Company, whose main line, 
lying about one hundred miles to the southward, connected 
Kansas City with Denver, Colorado, a distance of 643 
miles; of the Denver Pacific Railway & Telegraph Com- 
pany, whose 104 miles, extending almost north and south, 
connected the Kansas Pacific at Denver with the Union 
Pacific at Cheyenne, Wyoming; and of a small branch 
line. These lines, aggregating 1,821.86 miles, were owned 
in fee simple by the Union Pacific Railway Company. 

Thru the ownership of $15,116,703 out of $26,244,853 
of the capital stock of the Oregon Short Line & Utah 
Northern, and thru the ownership by this company in 
turn of $14,508,200 out of $24,000,000 of the capital 
stock of the Oregon Railway & Navigation Company, the 
Union Pacific exercised control of the 1,425 miles of the 
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one and 1,059 miles of the other, and gained an outlet to 
Portland, Oregon, and the Pacific Ocean. Also thru 
the ownership of $13,251,882 out of the $32,634,482 of 
the capital stock of the Union Pacific, Denver & Gulf 
Railway, the Union Pacific exercised actual control of 
that company's 1,463 miles of railroad, extending the 
Denver Pacific from Denver south-easterly to Fort Worth, 
Texas. 

In addition to these extensions the Union Pacific 
owned a majority interest in, and in many cases all of the 
stock of, about twenty-five branch lines and systems of 
various lengths. The largest of these were the Omaha & 
Republican Valley Railway, 482 miles; the Denver, Lead- 
ville & Gunnison Railway, 325 miles; the St. Joseph & 
Grand Island Railroad, 251 miles; the Central Branch 
Union Pacific, which with its leased lines aggregated 388 
miles; and the Union Pacific, Lincoln & Colorado Railway, 
225 miles. 

Altogether the Union Pacific Railway Company con- 
trolled or owned 7,681.72 miles of railway. In the case 
of the branch lines it owned not only most of their capital 
stocks, but in many cases a large part or even all of their 
bonded debt. By 1893, however, all these shares and 
bonds had been pledged as security for one or the other 
of the Union Pacific's numerous mortgage bond or note 
issues. 

Unable to meet its obligations during the depression 
which then set in, the company's properties were placed 
in the hands of receivers in 1893. In the subsequent 
negotiations between its creditors great difficulty was 
experienced in arriving at a satisfactory adjustment of 
the United States government's second lien against the 
main lines. This difficulty delayed reorganization for 
several years, and in the mean time the creditors of the 
branch systems, for their own protection, had proceeded 
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with independent reorganizations of their properties. The 
great subsidiaries — namely, the Oregon Short Line & Utah 
Northern, the Oregon Railway & Navigation Company, 
and the Union Pacific, Denver & Gulf — were each reor- 
ganized separately, together taking 4,307 miles of railway 
out of the Union Pacific system. Most of the branch 
lines were also either reorganized independently or given 
separate receivers pending reorganization. So that when 
on January 31, 1898, the new Union Pacific Railroad Com- 
pany took possession of the properties which had been 
bought in for it at forcelosure sale, it found itself in pos- 
session only of the main lines which its predecessor had 
owned in fee simple and one or two small branches, — in 
all (June 30, 1898) 1,849.29 miles of railway. 

Thus the Union Pacific had lost 5,832.43 miles of rail- 
way, or by far the larger part of its system. It had also 
lost its connection with the Pacific Ocean. Finally, it was 
devoid of the branch lines which are the necessary source 
of traffic of every prosperous railroad system. Thus arose 
the first great problem which confronted the new man- 
agement; namely, to bring back into its system on a 
satisfactory basis all the important branches and feeders 
which had been cut off during this receivership, and to 
restore the company's connection with the Pacific. This 
task was not completed until the latter part of 1900. In 
fact, one of the former subsidiaries, the St. Joseph & 
Grand Island, was recaptured only within the last year. 

The Union Pacific Railroad Company began its business 
in February, 1898, with an authorized capital stock of 
$136,000,000, consisting of $75,000,000 of non-cumulative 
preferred and $61,000,000 of common stock. It also had 
an authorized bonded indebtedness of $100,000,000, con- 
sisting of 4 per cent, fifty-year first mortgage bonds. Its 
first balance sheet, as of June 30, 1898, was as follows : — 
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Cost of railways, equipment, and appurtenances .... $221,264,210 

Stocks and bonds owned 2,252,962 

Trust funds 199,400 

Cash 6,071,840 

Other current assets 1,526,205 

Materials and supplies 961,485 

$232,276,102 
Liabilities. 

Common stock $61,000,000 

Preferred stock 75,000,000 

Funded debt 90,011,000 

Interest accrued or unpaid 1,800,275 

Vouchers and pay-rolls . 1,585,367 

Reserve for improvements and equipment 1,082,774 

Surplus available for dividends 1,796,686 

$232,276,102 

The 1,849.29 miles of railway, nearly all main line, with 
which the company commenced operations, constitute by 
far the greater portion of the first item among the assets. 
The valuation (namely, $221,264,210) has no special sig- 
nificance, merely representing approximately the par value 
of the new shares and bonds which were issued in exchange 
for the old and for other reorganization purposes. The 
cash cost of these lines and equipment to the Reorgani- 
zation Committee has been estimated at about $81,500,000; 
namely, $40,255,605 paid to the United States govern- 
ment to extinguish its second lien, $13,645,250 paid for 
the securities in the sinking fund of this second lien, and 
$27,637,435 bid at the foreclosure sale under the old first 
mortgage. But these requirements were met by the issu- 
ance of mortgage bonds and preferred stock which were 
not accepted at par. Most of the old high-interest bonds 
received (in lieu of cash) 10Q per cent, of their par value 
in new 4 per cent, bonds and a bonus of 50 per cent, in 
new preferred stock. The bankers received corresponding 
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amounts of bonds and preferred stock for the cash which 
they were called upon to furnish to take up the govern- 
ment lien and for other purposes. Finally, the old share- 
holders, or their successors, who responded to a cash 
assessment of $15 a share, were given about $9,000,000 of 
new preferred stock for this cash, and the $61,000,000 of 
new common stock for their old shares. "Cost of railways 
and equipment" was charged to the extent of the par 
value of all these securities except the $9,000,000 of pre- 
ferred stock issued as a result of the cash assessment, and 
even this was thus charged in so far as a part of the cash 
was paid out for reorganization expenses as distinguished 
from being held as working capital. This situation will 
show the meaning, or rather the lack of meaning, of the 
cost of properties as stated in a railroad balance sheet. 

The Union Pacific's first great step toward regaining 
its lost mileage was its acquisition early in 1899 of nearly 
all of the stock of the newly reorganized Oregon Short Line 
Railroad Company, whose lines connected with its own 
near Ogden, and extended north-westerly to a junction 
with those of the Oregon Railroad & Navigation Company. 
All the securities which had been owned by the old Union 
Pacific had been pledged by it as security for one or other 
of its numerous collateral trust bond or note issues. The 
trustees of these mortgages and indentures had sold por- 
tions of this collateral from time to time during the receiv- 
ership, Kuhn, Loeb & Co., representing the Reorganiza- 
tion Committee, being the principal purchaser. In this 
way, as early as December, 1897, the committee had 
obtained possession of $8,460,000 out of the $24,778,600 
of capital stock of the reorganized Oregon Short Line Rail- 
road Company. This stock was not turned over at once 
to the new company, but held for its benefit by the syn- 
dicate. 

In January, 1899, by which time it was seen that the 
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company was going to be strong in earning power (it had 
already paid one dividend of 1J per cent, on its preferred 
stock), the shareholders ratified a proposal to increase its 
common stock by $27,460,000, and to offer the new shares 
in exchange for a like amount of Oregon Short Line stock. 
This offer was accepted by the Short Line shareholders, 
who paid in cash $3 with each share exchanged. Thus did 
the Union Pacific take over the stock purchased on its 
behalf by the Reorganization Committee and enough more 
to bring the total up to $26,505,300 par value. Since that 
time all but $10,000 of the remaining Short Line stock 
has been acquired, so that for all practical purposes the 
Union Pacific and the Oregon Short Line Companies are 
one. 

In October of the same year the Union Pacific share- 
holders were called upon to authorize another stock 
increase, namely, $25,000,000 preferred and $7,718,600 
common. The purpose of this was as follows. The old 
Oregon Short Line & Utah Northern had held, subject 
to a collateral trust mortgage, $13,827,200 of the 
$24,000,000 of capital stock of the old Oregon Railway 
& Navigation Company. In the latter's reorganization 
this old stock was replaced by an equal amount of common 
stock of the new Oregon Railroad & Navigation Company, 
the trustees of the Short Line collateral trust bonds receiv- 
ing their share. The collateral trust bonds were replaced 
in the new Oregon Short Line Railroad Company by an 
equal amount of "Income B and Collateral Trust" bonds. 
The latter had as security the same Navigation Company 
shares, together with 24,542 additional shares which were 
obtained in direct exchange for some of the "Income B" 
bonds. Thus the Union Pacific, which, as before stated, 
eventually acquired control of the Short Line, came into 
virtual possession of these Navigation Company shares. 

The Oregon Railroad and Navigation Company was 
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governed at this time by a voting trust representing the 
Northern Pacific, Great Northern, and Union Pacific, 1 
which, as holders of that company's preferred stock, elected 
two-thirds of the board of directors. By this means it 
was planned that the Navigation Company should be kept 
independent of any one system and be made to subserve 
the interests of all three. Why the arrangement failed 
to be continued is not understood. But in October, 1899, 
the Union Pacific offered its $25,000,000 of new pre- 
ferred stock in exchange for the Navigation Company's 
preferred stock ($11,000,000 par value), and for the out- 
standing "Income B" bonds of the Oregon Short Line. 
These offers were accepted. In fact, it was reported that 
the Northern Pacific had already sold its holdings of the 
Navigation Company's stock to the Union Pacific. The 
purchase of the "Income B" bonds of course gave the 
Union Pacific a firmer grip upon the $16,281,400 of the 
Oregon Railroad & Navigation Company's common 
stock which served as their collateral. The $7,718,600 
of new Union Pacific common shares were offered in ex- 
change for an equal quantity (namely, the remainder) of 
the Navigation Company's common stock. Practically all 
of the latter's shares of both classes was thus acquired. 
This restored the Union Pacific's outlet to the Pacific 
North-west. Henceforth, except for certain legal pur- 
poses, the Union Pacific and its two great auxiliaries, the 
Oregon Short Line and the Oregon Railroad & Navigation 
Company, may be considered and are virtually one. 

In the mean time the Union Pacific had not been idle 
in the work of regaining its former branch systems. As 
before stated, all of the old Union Pacific Railway Com- 
pany's holdings in the shares and bonds of its subsidiaries 

1 The Great Northern and Northern Pacific had purchased a large quantity of 
the Navigation Company's stock in Europe. It was stated that the Union Pacific 
was to acquire an interest in this purchase. Whether it did or not the writer has 
been unable to ascertain The financial manuals all represent the Union Pacific 
as being represented in the voting trust, however. 



GROWTH OF THE UNION PACIFIC 577 

had been hypothecated under one or more of its collateral 
trust issues. Much of this collateral, both bonds and 
shares, was bought in at low prices from time to time by 
the Harriman Syndicate. When the properties of these 
companies were offered at foreclosure sale, the syndicate 
brought them in, again at low prices, and turned them 
over to the Union Pacific. In the latter part of 1898 the 
company acquired in this way the properties of the Omaha 
& Republican Valley, the Union Pacific, Lincoln & Colo- 
rado, the Kearney & Black Hills, and the Junction City & 
Fort Kearney. It also purchased, in accordance with 
the terms of an agreement with the reorganization com- 
mittee of the Union Pacific, Denver & Gulf, the so-called 
Julesburg Branch of that system. That company itself 
remained independent. In a similar manner the Union 
Pacific purchased, in January, 1900, the lines of the Carbon 
Cut-off Railway and the Echo & Park City Railway. 
In the latter part of the same year the lines of the Solomon 
Railroad and the Salina & South-western Railway were 
acquired. This, with the exception of the recent acqui- 
sition of the St. Joseph & Grand Island, completed the 
Union Pacific's task of regaining the branches of the old 
system which had been lost to it. 

These acquisitions, together with trackage rights over 
74.94 miles of other railway, brought the total mileage 
operated as of June 30, 1900, by the Union Pacific Railroad 
Company proper up to 3,033.22 miles. All of these acqui- 
sitions were owned in fee simple by the company, and 
were without any lien encumbrances, having been paid 
for out of the cash funds in the company's treasury. This 
statement may seem remarkable. The new company was 
fortunate from the beginning in several ways. In the first 
place it had a strong earning power. Its surplus income 
at the end of the first five months was $1,796,685. In 
1899, after the payment of dividends on the preferred 
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stock, which were commenced in September, 1898, the 
surplus for the year was $2,883,367, and in 1900, after 
paying dividends on both preferred and common stock, 
it was $834,183. The surplus earnings of the two auxiliary 
systems, which by this time were integral parts of the 
Union Pacific, brought this up to $7,536,737. The Reor- 
ganization Committee had started the company with a good 
cash working capital. In November, 1899, the old Union 
Pacific Railway Company, which had been kept alive 
pending the realization on some of its assets and the liqui- 
dation of its unsecured liabilities, declared a cash dividend 
upon those claims. The new Union Pacific, as the holder 
of some of those obligations which it had bought in at 
nominal prices, received $5,249,090 in this way. The $3 
per share received from the holders of 265,053 shares of 
Oregon Short Line stock at the time of the exchange 
described above should not be forgotten. 

The Union Pacific's expansion had been financed thus 
far either by the issuance of stock or out of its cash funds 
obtained from earnings and other income. The mileage 
in its system had grown from 1,849.29 miles in 1898 to 
5,628.42 miles on June 30, 1901. At the same time the 
system's management had entered upon a policy of exten- 
sive improvements to the railroad and equipment. During 
the fiscal year 1900-01, according to the report, $8,516,971 
was expended for betterment of the lines of the three 
large companies in the system and $3,571,759 for new 
equipment. Of the former amount, $4,498,094 repre- 
sented the cost of making changes in the lines, while the 
remainder" was spent in rectifying grades, widening em- 
bankments, laying better ballast, enlarging tunnels, build- 
ing second and side track, and the like. Of the $12,000,000 
used in these two ways in one year, $1,500,000 was appro- 
priated from the surplus earnings of the year. Yet, after 
deducting this and paying 4 per cent, or approximately 
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$8,000,000 in dividends on the two classes of stock, the 
formal surplus was still $3,678,175; $2,061,012 represented 
the appropriation of a "Reserve for Improvement," leav- 
ing $8,521,718 to be added to the "Cost of Railways and 
Equipment." In a similar manner, during the preceding 
year, $8,977,405 had been expended for betterments and 
equipment, $2,000,000 of which was charged directly 
against surplus income, but still leaving the latter at the 
figure, $7,536,737, given above. 

During all this time, as intimated, the Union Pacific 
had been paying dividends on both its preferred and com- 
mon stock. Payment of dividends on the preferred stock 
was commenced in September, 1898, six months after the 
new company had begun operations, with the distribution 
of $1.50 per share. The financial operations up to June 
30, 1898, were as follows: — 

Gross earnings Union Pacific Main Line $7,670,579 

Miscellaneous income 606,442 

Total $8,277,021 

Operating expenses and taxes 4,534,418 

Available income $3,742,603 

Fixed charges 1,945,918 

Surplus exclusive of branches $1,796,685 

To this surplus was to be added $446,659 as the net 
results of the operations of the branch lines. Of the total 
free income of $2,243,344, the preferred dividend took 
$1,025,000, leaving $1,118,344, or more than 50 per cent., 
for other purposes. The percentage is respectable enough, 
but the absolute amount left in the surplus account rep- 
resented a rather small margin, when we consider that it 
was the undivided profits of a large railroad system whose 
financial success was not yet assured. 

At the directors' meeting at which the second semi- 
annual dividend on the preferred stock was declared, a 
resolution was passed which, in substance, was as follows : — 
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Whereas the company has been in possession of all of its main 
lines barely a year, and of its branch lines a less time, and is there- 
fore without a basis of experience for determining any fair average 
of results for unequal years, and it is not deemed advisable to add 
to the bonded debt, but to continue a liberal application of surplus 
income to permanent improvements and additions and to such 
uses as will secure economy of operation and increased earning 
power, and thereby establish stable and permanent values for its 
securities and a reasonably safe minimum basis of regular divi- 
dends to its stock, be it resolved that we distribute $1.50 per share 
on the preferred stock. 

The preamble contains a great deal of financial wisdom, 
especially for a company which had yet to work out its 
salvation. But it is difficult to see any logical connection 
between it and the conclusion, unless the directors were 
trying to justify themselves in paying only 1£ per cent, 
instead of 2 per cent. 

In October, 1899, the semi-annual dividend on the pre- 
ferred stock was increased to its maximum (namely, 2 per 
cent.), and in February, 1900, the company commenced 
paying 1\ per cent, semi-annually on the common shares. 
By this time the surplus earnings were so large that before 
deducting the appropriations therefrom for betterments 
and equipment they were more than double the require- 
ments to pay the 3 per cent, per annum to the common 
shareholders. Accordingly, on July 31, 1900, the semi- 
annual dividend on this stock was increased to 2 per cent. 
Yet, in spite of this and in spite of deductions for im- 
provements and equipment, the formal surplus for the year 
ended June 30, 1901, was $3,678,175. It will readily be 
appreciated that by this time the Union Pacific was in 
good financial condition, and possessed of a strong credit 
wherewith to carry on its activities of the second period 
of its history. 
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II. 

The Southern Pacific and the Northern Securities 
Combination. 

We may now begin an account of the Union Pacific's 
activities during this second period. In it the company 
commenced reaching out and acquiring control of railway 
mileage which had not been a part of the former Union 
Pacific system. The two great events were the purchase 
of a substantially controlling interest in the stock of the 
Southern Pacific Company and the fight with the Hill- 
Morgan interests for control of Northern Pacific. It is 
true that Mr. Harriman and his associates had about com- 
pleted their now famous Chicago & Alton deal; but, 
altho this promoted friendly relations between the 
Alton and the Union Pacific, there was no formal connec- 
tion between the two until a much more recent date. 

In January, 1901, Kuhn, Loeb & Co., acting on behalf 
of the Union Pacific, purchased $75,000,000 par value 
of the Southern Pacific Company's stock. The total out- 
standing share capital of this company was $197,832,148. 
This purchase did not, therefore, give absolute control 
of that company; it represented a substantial control, 
however. A year later another $15,000,000 of the stock 
was acquired. The major portion of the original purchase 
was obtained by the Harriman Syndicate from Speyer & 
Co. of New York City. It consisted of the so-called 
Speyer and Huntington interests. The former was esti- 
mated by current financial writers at about $20,000,000 
par value. It was accumulated a year earlier from the 
estates of Charles Croker and Leland Stanford, two of 
C. P. Huntington's former associates. The original 
Huntington interest consisted of 600,000 out of the 
2,000,000 shares of the Southern Pacific Company. Of 
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these 400,000 shares were left to the widow of C. P. Hunt- 
ington, and 200,000 to his nephew, H. E. Huntington. 
Of the total Huntington interest, that portion held by 
Speyer & Co. at the time of this purchase was variously 
estimated at from 300,000 to 430,000 shares. These 
two blocks of stock would not account, therefore, for the 
entire 750,000 shares included' in the purchase. 

Opinion was expressed at the time to the effect that 
a considerable portion of this stock must have been 
acquired in the open market. Certain it is that Southern 
Pacific stock was very active just a few days previous to 
the announcement of the purchase. On January 29, 1901, 
187,760 shares changed hands at prices ranging from 
$45 J to $47 per share. During the next two days the total 
sales amounted to 326,000 shares at prices ranging from 
$46f to $48£ per share. In two days more shares changed 
hands than were traded in during a week before this time, 
and the company's stock had been one of the most active 
of the entire list during a period of at least two months 
previous to the consummation of this purchase. This 
does not mean that Kuhn, Loeb & Co. bought all of 
these extra shares. But to obtain at a fair price what 
was finally taken probably required a great deal of stock 
market manipulation on the part of their generals, involv- 
ing the sale and repurchase of a large additional number 
of shares. 1 

An important question is, How was this purchase 
financed? Within a few days after the purchases had 
been consummated (they were announced on February 1, 
1901), the Union Pacific advertised a new bond issue of 
$100,000,000. These bonds bore 4 per cent, interest, 
matured at the end of ten years, and were convertible, 

'The financial paragraphs of that time state that the large transactions in 
this stock indicated a "liberal application of Wall Street laundry methods"; i.e., 
"wash," or bogus, sales. Whether this manipulation was connected with 
Kuhn, Loeb & Co.'s purchase of the stock or was independent cannot, of course, 
be known. It can only be inferred. 
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dollar for dollar, into common stock of the company at 
any time before May 1, 1906. To provide for this con- 
version, the authorized common stock was also increased 
$100,000,000, but, of course, the new stock was not issued 
except as the new bonds were presented for conversion. 
The security of these bonds consisted of a first lien upon 
about 859 miles of the branch lines which had been acquired 
as described above, and the following railway stocks and 
bonds : — 

Southern Pacific Company, capital stock §75,000,000 

Oregon Short Line, capital stock 27,334,700 

Oregon R.R. & Navigation Company, common stock . . 7,633,500 

Oregon R.R. & Navigation Company, preferred stock . 9,876,200 

Union Pacific Coal Company, first mortgage bonds . . . 4,706,000 

Leav., Kan. & Western Ry., capital stock 1,000,000 

The Short Line and Navigation Companies' stocks had 
been acquired by the Union Pacific in exchange for its 
own shares, as described above, and were, therefore, "free 
assets." All this collateral was pledged at a valuation of 
$87,080,400, the Southern Pacific stock having been placed 
at 50 per cent, of par, a little more than its market value 
at the time. The railway lines were valued at $20,485,400. 
Altogether, security of an estimated value of $107,565,800 
was pledged under this $100,000,000 bond issue. The 
proceeds of the bond sales were to be "used for lawful cor- 
porate purposes." 

It is noteworthy that little more than 33 J per cent, of 
the value of the above security consisted of the Southern 
Pacific stock purchased. There are two partial explana- 
tions of this. In the first place, that stock was not paying 
dividends, so that the bonds would have no income behind 
them in case the Union Pacific should tire of the interest 
burden. Further, it did not represent absolute control of 
the Southern Pacific Company, so that the bondholders 
could not force dividend payments even if they seized the 
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collateral. Additional security would be needed, there 
fore, to render the bonds marketable on favorable terms. 
In the second place only $40,000,000 of these bonds were 
to be used to finance the Southern Pacific purchase, the 
other $60,000,000 being reserved for other "lawful cor- 
porate purposes." The entire bond issue was eventually 
subscribed by the shareholders, the subscription being 
underwritten by Kuhn, Loeb & Co. 

The importance of this deal will readily be appreciated. 
It gave the Union Pacific substantial control over 9,500 
miles of railway, stretching from New Orleans to San 
Francisco, from San Francisco to Ogden, Utah, and grid- 
ironing the States of Texas and California. On 7,545 
miles of this total the gross earnings in 1900 were 
$64,400,000. On only one railroad system (namely, that 
of the Pennsylvania Railroad Company) did the gross 
earnings then exceed this figure. The feeling current in 
financial circles of that day was that the control would 
result in less friction between the Union Pacific and 
Southern Pacific systems. The Union Pacific manage- 
ment, however, were careful to give out that their purpose 
was to insure "harmonious relations" in the interchange 
of traffic between their system and the Central Pacific, 
which, joining with the former near Ogden, connected it 
with San Francisco, but whose stock was owned by the 
Southern Pacific Company. The Union Pacific and Cen- 
tral Pacific had been conceived and built as one continu- 
ous line from the Missouri River to the Golden Gate, and 
should logically have been owned by one company. Under 
the separate companies, however, their relationships had 
at times been anything but harmonious. The Southern 
Pacific purchase did away with this friction. It also 
conferred another important benefit upon the Union 
Pacific; namely, steamship connection with the Orient 
thru the Pacific Mail Steamship Company, control of which 
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had recently been acquired by the Southern Pacific 
Company. 

Of Southern Pacific finances we have little to do in this 
story. We may, therefore, seize this opportunity for dis- 
posing of them. The Union Pacific inaugurated, or, 
rather, continued, a very extensive betterment policy for 
its southern auxiliary, causing it to use all of its surplus 
income for a number of years thereafter for improvements 
and the purchase of equipment. In an analysis of that 
system's accounts made by White & Kemble in 1902 it 
was estimated that in addition to past expenditures 
another $40,000,000 would be needed to completely mod- 
ernize the property. During the four years from 1902 to 

1905, inclusive, the Southern Pacific Company expended 
from its earnings, in improving and better equipping its 
properties, the enormous sum of $33,409,611, an average 
of $8,352,403 a year. For the fiscal year ended June 30, 

1906, after providing for dividends on its stock, the com- 
pany's stated surplus was $11,118,838. Of this it acknowl- 
edges the expenditure of $6,381,775 for betterment and 
equipment purposes. There was a further $2,354,218 
appropriated for betterments, which was charged directly 
to the operating expenses of the year, bringing the total 
appropriation and expenditure for betterments and equip- 
ment up to $8,735,993. 

During these six years not only has the Southern Pacific 
Company appropriated its stated surplus income for these 
betterment purposes, but it has apparently improved its 
existing equipment at the expense of its operating account. 
This is indicated by the following facts. The average 
stated cost per mile run of maintaining locomotives during 
this period has been 9.17 cents : that of the Union Pacific 
was 9.82 cents. But the similar expenditures on a num- 
ber of other systems somewhat similarly situated range 
between 6 and 7 cents per mile run. This may be 
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Interpreted in part as meaning that both the Union 
Pacific and Southern Pacific are pursuing the very liberal 
practice of sending old locomotives to the scrap heap, 
replacing them with more modern and expensive loco- 
motives, and charging the entire cost of the latter to 
operating expenses. Again, the average stated cost per 
mile run of maintaining passenger cars on the Southern 
Pacific line has been 1.028 cents, which is well above the 
average of 9.1 mills on other systems. Finally, the cost 
of maintaining freight cars has averaged 6.99 mills per 
mile run as compared with a maximum of 6 mills on 
about twelve other systems. We may infer, then, that 
the Southern Pacific Company has been improving the 
character of its equipment, charging the difference in cost 
between the old and the new directly to "operating 
expenses" instead of to "cost of railways and equipment." 
What an opportunity some financier of the future will 
have for capitalizing these expenditures, issuing bonds to 
represent them, and from the proceeds of the sale thereof 
declaring a 30 per cent, dividend! 

Not only has the Southern Pacific Company bettered its 
system by the use of funds obtained in this way, but it 
has made extensive capital expenditures from funds ob- 
tained from the outside as well. During the years 1903 
and 1904 it borrowed from the treasury of the Union 
Pacific system a total sum of $20,460,927. But finally, 
in the latter part of 1904, it was decided by the Harriman 
management to capitalize some of these expenditures and 
to obtain funds from the outside with which to continue 
these betterment activities. Accordingly, the stockholders 
voted to create an issue of 7 per cent, non-cumulative 
preferred stock amounting to $100,000,000. Of this 
$40,000,000 was offered to the old shareholders for pro 
rata subscription at par. A part of the proceeds was 
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used to reimburse the Union Pacific treasury. The Oregon 
Short Line took $18,000,000 of the new stock. 

Under the policy inaugurated by the Harriman manage- 
ment the Southern Pacific system's net earnings increased 
from $22,500,000 to $37,500,000. Owing to the liberal 
maintenance policy, however, the operating ratio (i.e., 
the ratio of operating expenses to gross earnings) has not 
decreased, but, on the contrary, has increased somewhat. 
The operating ratio is taken as an indication of the economy 
of management, but the high ratio of the past should be 
followed by a lower ratio in the future if the betterment 
expenditures realize their purpose. The following table 
will show to best advantage the growth of the system's 
traffic and earnings: — 

SOUTHERN PACIFIC SYSTEM. 





Density of 
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Gross 
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Operat- 
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Fixed 


Year. 
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Earnings 
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1901 


108,047 


561,838 


$8,503 


$5,324 


62 6 


$3,179 


$2,390 


1902 


124,110 


566,099 


9,012 


5,824 


64.6 


3,188 


2,322 


1903 


124,996 


569,487 


9,371 


6,305 


67 3 


3,066 


2,264 


1904 


140,696 


591,450 


9,631 


6,459 


67 1 


3,172 


2,444 


1905 


141,661 


600,743 


9,784 


6,406 


65 5 


3,378 


2,269 


1906 


152,032 


678,513 


10,783 


6,827 


63 3 


3,956 


2,208 



By "density of passenger traffic" is meant, in technical 
language, the average number of passengers carried one 
mile per mile of road operated. Thus the figure for 1901 
indicates that for each mile of road operated the company 
did the work equivalent to carrying 108,047 passengers 
one mile. A similar definition applies to the term "den- 
sity of freight traffic." The enormous growth of the 
Southern Pacific traffic is indicated by the increase in 
these averages year by year. The gross earnings and 
operating expenses per mile have also increased, the one 
correspondingly, the other more than correspondingly. 
The management's liberal maintenance policy is indicated 
in the high operating ratios of 1902, 1903, and 1904. 
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Since the last date this ratio has rapidly fallen off, possibly- 
showing that the liberal maintenance and betterment 
policies have begun to have their desired effect of increas- 
ing the economy of operation. The result has been a rapid 
growth in the average net earnings per mile since 1903. 
The declaration in October, 1906, of dividends on the 
Southern Pacific Company's common stock will be dis- 
cussed in its proper connection in the story of Union 
Pacific finances which will now be resumed. 

The other great event of the year 1901 was the con- 
test between the Harriman Syndicate, representing Union 
Pacific interests on the one side and the Hill-Morgan inter- 
ests on the other, over the control of the Northern Pacific 
Railway. It is evident that the Great Northern and 
Northern Pacific wished to secure a permanent connection 
of the terminus of their lines at St. Paul with Chicago. 
Early in 1901 there arose persistent rumors that these 
two companies were negotiating for a lease of the line of 
the Chicago, Milwaukee & St. Paul. These rumors were 
officially denied. Yet one individual, said to be high in 
Great Northern councils, gave out that they were founded 
in fact, and that the only point to be settled was the 
amount of the dividend to be guaranteed on St. Paul stock. 
Nevertheless, the deal was never consummated. At the 
same time Dame Rumor had it that the Union Pacific 
was trying to obtain control of the Chicago, Burlington & 
Quincy. This, if acquired, would give the Union Pacific 
direct access to Chicago. It would also drain a large 
volume of west-bound traffic thru the Union Pacific 
outlet. 

There seems to have been a substantial foundation 
in truth for these rumors. As explained afterwards by 
President James J. Hill, of the Great Northern, the suc- 
cess of the Union Pacific in this attempt would have shut 
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the Great Northern and Northern Pacific out of most 
of the territories of Nebraska, Kansas, Missouri, South 
Dakota, Iowa, Illinois, and Wisconsin. To prevent this, 
the two companies entered into negotiations with the di- 
rectors of the Burlington, making proposals for the purchase 
of their entire property. These were successful, practi- 
cally the entire $109,324,000 of the stock of the Chicago, 
Burlington & Quincy Railroad Company being purchased 
by the two companies at $200 per hundred-dollar share. 
The Union Pacific asked to be admitted as a participant 
in this purchase, but the Morgan-Hill interests refused 
to accede to the request, because to do so would have 
defeated the purpose of their move. 

Mr. Harriman decided to fight. Under the terms of the 
purchase, the Northern Pacific was to have a half-interest 
in the control of the Burlington. If the Union Pacific 
could gain control of Northern Pacific, all would yet 
be well with its own interests. Accordingly, his bankers 
purchased over $60,000,000 of Northern Pacific stock in 
Europe and the United States. Mr. Hill and his friends 
found that they held about $26,000,000 of the common 
stock of that company. Mr. Morgan succeeded in ob- 
taining in London and New York about $16,000,000 more. 
The bidding of the rival factions, together with that of 
the speculators who found themselves "short" of the 
stock, forced the price up to $1 ,000 a share, and precipi- 
tated the stock market panic of May 9, 1901. The re- 
sult was that, after the contending parties had taken 
account of their holdings, the Morgan-Hill interests owned 
$42,000,000 out of the $80,000,000 of Northern Pacific 
common stock and probably $34,000,000 of the preferred 
stock, while the Harriman Syndicate held $37,000,000 of 
the one and $41,000,000 of the other. 

The Union Pacific people claimed absolute control of the 
Northern Pacific Railway Company and thru it a one-half 
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interest in the control of the Burlington. In his stock 
purchases, however, Mr. Harriman overlooked one vital 
fact. According to the charter of the Northern Pacific 
Railway Company its common stockholders had the right 
to call in all the preferred stock for redemption in cash at 
par. This move was decided upon by Mr. Hill and his 
friends. To finance this redemption, the Northern Pacific 
offered its common shareholders for pro rata subscription 
at par $75,000,000 of 4 per cent, debentures, which were 
convertible, dollar for dollar, into common stock. The 
Harriman Syndicate received its share of these debentures, 
about $34,700,000, and of course would convert them 
into common stock. This would necessitate a similar 
conversion of their debentures by the Morgan-Hill faction 
if they were to retain their control. In the end, however, 
the Union Pacific party would hold only about $61,700,000 
out of the now $155,000,000 of stock of the Northern 
Pacific. 

Control of Northern Pacific was lost to Mr. Harriman 
and his associates, but he would still hold enough stock 
to make him dangerous. Consequently, a compromise was 
effected. This involved in the first place the formation 
of the Northern Securities Company to acquire as much as 
possible of the share capital of the Great Northern and 
Northern Pacific, Mr. Harriman agreeing to exchange his 
holdings in the latter for stock of the new company; sec- 
ondly, the formation of a new Chicago, Burlington & 
Quincy Railway Company to take a 99-year lease of 
the existing Chicago, Burlington & Quincy Railroad 
Company's lines. The Union Pacific interests were to 
share with the two northern companies in the manage- 
ment of this new corporation, thereby being assured 
good treatment. At the same time the new company 
guaranteed the payment of 7 per cent, dividends on the 
old Burlington's stock, most of which had been pledged 
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as security for the Great Northern and Northern Pacific 
C, B. & Q. Collateral Joint Four Per Cent. Bonds. One 
object of the formation of the Northern Securities Com- 
pany was probably to enable the Morgan-Hill faction to 
resell a part of their stock without losing control of the 
Northern Pacific; for after the exchange the Union Pacific 
would hold only $82,491,000 out of over $394,000,000 of 
Northern Securities stock, or about 23 per cent. This 
would leave a wide margin for sale by the other faction. 

We have finally to inquire how the Union Pacific finan- 
ced these extensive stock purchases and subscriptions. 
The prices paid for Northern Pacific preferred and common 
shares are not known, but Mr. Mahl, controller of the 
Union Pacific system, testified at the recent investigation 
that the Northern Securities stock cost $79,459,691.36. 
Presumably, this was the sum paid for the original 781,080 
shares of Northern Pacific stock which were exchanged. 
This is assumed to be true. Sixty millions of this were 
provided out of the proceeds of the sale of the convertible 
bond issue mentioned above in connection with the 
Southern Pacific purchase. The remaining funds were 
evidently borrowed from the banks, as is evidenced by the 
fact that the Union Pacific system's net floating debt on 
June 30, 1901, was $30,249,459 larger than it was a year 
before, and that for several years thereafter the company 
had outstanding large amounts ($28,750,000 in 1902) of 
"Loans and Bills Payable." 

Later the Union Pacific received $41,085,000 in cash 
for that amount of Northern Pacific preferred shares 
which it held. Out of this it paid about $34,700,000 for 
its subscription to that company's convertible debentures, 
leaving about $6,300,000 of cash in the treasury. But, of 
course, this was not available for the financial purposes 
with which we are dealing. This is important, however, 
in that it left the net cost of the $82,491,000 of Northern 
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Securities stock which the company eventually received 
at about $73,160,000, freeing the remaining $6,300,000 
of the original investment for other corporate purposes. 

The title to the Northern Pacific shares, and later to the 
Northern Securities shares received in exchange, was 
vested in the Oregon Short Line Railroad Company. 
That company issued to the Union Pacific Railroad Com- 
pany in payment therefor its purchase money certificates 
of indebtedness amounting to $61,000,000. This trans- 
action was merely between these two companies, and had 
nothing to do with the work of financing the purchase 
of the stock. It was probably a method of technically 
avoiding the laws against the combination of parallel 
railroad lines. 

During the year 1901-02 the Union Pacific advanced 
$4,393,887 to future subsidiaries to aid them in constructing 
their lines. In June and July, 1902, it purchased an ad- 
ditional $15,000,000 par value of the Southern Pacific 
Company's stock, bringing its total holdings up to $90,000,- 
000. These shares cost about $7,500,000. During 1903 
and 1904, as we have seen, it advanced an aggregate of 
$20,460,927 to that company to aid it in carrying out its 
betterment policy. The Union Pacific also advanced to 
the Pacific Mail Steamship Company during the two years 
the sum of $5,055,311. This was to aid that company in 
the construction of two large steamers for the trade with 
the Orient. 

These activities in 1903 were financed partly out of 
cash funds already in the treasury, partly out of current 
earnings, but mainly by the issuance of $36,000,000 of 
Oregon Short Line Four Per Cent, and Participating 
(collateral trust) Bonds. That company pledged all of the 
$82,491,000 par value of Northern Securities stock, which 
it received under the terms of the compromise with the 
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Morgan-Hill interests, as security for an equal amount 
of these "Participating Fours." The latter it was caused 
to give to the Union Pacific Railroad Company at 10 per 
cent, discount to take up the $61,000,000 of purchase 
money certificates mentioned above and for other debts 
which it owed to the parent organization. Thirty-one 
millions of these bonds were at once offered to the Union 
Pacific shareholders for pro rata subscription at 90 and 
interest, and another five millions were sold later. The 
proceeds were used partly for the purposes mentioned 
above and partly to pay off $14,500,000 of the loans con- 
tracted at the time of the Northern Pacific purchase. 
Thus was this purchase eventually financed in part by 
means of the Oregon Short Line "Participating Fours." 
The remainder of these bonds was never sold to the 
public. 

In 1904 the Union Pacific embarked upon a new enter- 
prise. This was the purchase of a one-half interest in the 
San Pedro, Los Angeles, and Salt Lake Railway Company. 
This company was originated by Senator Clark, of Mon- 
tana, to build a line of railway from San Pedro on the 
California coast, near Los Angeles, thru that city north- 
easterly thru southern Nevada and western central Utah 
to Salt Lake City. Its construction and acquisition would 
give the Union Pacific a direct line to the fruit-growing 
section of southern California. In 1904 the Oregon Short 
Line purchased from Senator Clark a one-half interest in 
this line, paying therefor and for its share of advances 
to it for construction purposes up to June 30, 1904, the 
sum of $14,960,000. During the next year additional 
payments of $5,440,000 were made. At the same time 
the Oregon Short Line sold to its newly acquired sub- 
sidiary about 340 miles of its own line which stood on 
its books at a valuation of $7,043,994. The acquisition 
by the San Pedro of these lines, which extend from Salt 
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Lake City southerly to Calientes, Nevada, relieved it 
from the necessity of building so much railroad. A por- 
tion of the funds required for these and the other ad- 
vances of the year was obtained by the sale of $10,000,000 
of Union Pacific collateral trust notes. 

On March 14, 1904, the United States Supreme Court 
handed down a decision, affirming that of the lower court, 
to the effect that the Northern Securities Company was a 
combination in restraint of trade and illegal. It enjoined 
that company from collecting dividends on the Great 
Northern and Northern Pacific stock, and entailed the 
redistribution of this stock to its shareholders. This re- 
sulted in other financial measures on the part of the Union 
Pacific and Oregon Short Line. But another matter must 
be discussed before that tale is related. 

It will be recalled that in 1901 the Union Pacific share- 
holders subscribed to a huge bond issue aggregating one 
hundred millions of dollars. The purpose of this issue, 
as before stated, was to finance the Southern Pacific pur- 
chase and to finance in part the acquisition of Northern 
Pacific stock. These bonds bore 4 per cent, interest, 
and were convertible at any time before May 1, 1906, into 
common stock at par. This common stock was paying 
at that time only 4 per cent, dividends, so that for the 
time being the conversion clause was not very attractive. 
Only $12,743,000 of the bonds were converted up to June 
30, 1904. But during this time the Union Pacific's net 
earnings increased very rapidly, so that, despite large 
appropriations therefrom every year for betterments and 
equipment and despite the increases in dividends, large 
sums were left to be carried to the formal surplus account. 
It became evident that Union Pacific common stock was 
a good investment and was going to improve, especially 
since it possessed the entire equity in the net income 
after 4 per cent, had been distributed to the preferred 
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shareholders. During the fiscal year ended June 30, 1905, 
there was converted a total of $56,071,000 of these bonds, 
and after the increase of the common stock dividend to a 
5 per cent, basis in October, 1905, and to a 6 per cent, 
basis in April, 1906, another $32,687,000 of these bonds 
was exchanged. In August, 1906, only $500,000 of the 
original hundred millions were outstanding, and these 
were called for redemption. 

According to the terms of the trust agreement secur- 
ing these bonds, as they were converted, a proportionate 
amount of their underlying collateral could be released. 
In this way during the years 1901 to 1904, inclusive, the 
Union Pacific came into free possession of a considerable 
amount of Oregon Railroad and Navigation Company 
and other stock which had originally been pledged under 
this mortgage. These shares could be used, if desirable, 
as collateral for other loans. 

Again, as stated above, in 1904 the Southern Pacific 
Company was caused to create an issue of $100,000,000 
of 7 per cent, non-cumulative preferred stock, forty mill- 
ions of which was offered to its old shareholders at par. 
The Oregon Short Line, as the holder of $90,000,000 of 
its old stock, took $18,000,000 of these new preferred 
shares. Out of the proceeds of this stock sale, also, the 
Union Pacific system's treasuries were repaid the $20,460,- 
960 which had previously been loaned to the Southern 
Pacific Company. As a net result, the Union Pacific sys- 
tem, after paying its subscription, gained $2,460,960 in 
cash and $18,000,000 par value in securities. 

Considerable importance must be attached to the above- 
described activities. The possession of this Southern 
Pacific preferred stock as a free asset, and the freeing of 
the Navigation Company's common and preferred stock, 
gave the Union Pacific system securities which it could 
use as collateral for further loans, or could substitute 
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for and thereby release securities which might be more 
valuable for certain purposes. The significance of this will 
be seen presently. 

Let us return now to the main thread of our story. 
The method decided upon by the Northern Securities 
Company of distributing to its shareholders the Northern 
Pacific and Great Northern stock in its treasury was to 
give $30.17 par value of Great Northern and $39.27 of 
Northern 1 Pacific stock and $1 in Northern Securities 
"Stubs" for each hundred-dollar share of its own stock 
surrendered. If carried out, this would give the Oregon 
Short Line in exchange for its 824,910 shares of Northern 
Securities stock the following amounts of securities: 
Great Northern shares, $24,887,534.70; Northern Pacific 
shares, $32,394,215.70; Northern Securities stubs, 
$824,910. 2 These securities would come in time into the 
hands of the trustees of the Oregon Short Line "Partici- 
pating Fours." 

And thereby hangs a tale. Pending this distribution 
the Northern Securities Company could not collect the 
dividends declared upon the Great Northern and North- 
ern Pacific stock. That being true, it could not pay divi- 
dends on its own shares. Since this was true, again, 
there was no income accruing to the Oregon Short Line 
upon the collateral, consisting, it will be remembered, of 
Northern Securities stock, underlying its "Participating 
Fours." Hence that company had to pay the 4 per cent, 
interest drawn by those bonds with funds derived from 
other sources. Those uncollectible dividends, however, 

1 A return of 1 per cent, of the Northern Securities stock surrendered because 
of other of the company's assets not realized upon. 

2 Mr. Harnman asked that he be returned the original 781,080 shares of North- 
ern Pacific stock which he had turned over to the Northern Securities Company 
on the ground that, the combination being illegal, the receipt by that company of 
those shares was illegal, a good title to them could not pass, and, therefore, that the 
title to them remained in the Oregon Short Lme Railroad Company This would 
have given the Oregon Short Line the control of the Northern Pacific Railway 
Company. But his position was not sustained by the courts. 
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were accumulating in the Northern Pacific and Great 
Northern treasuries and, after the completion of the above 
stock distribution, its share of them would be received by 
the Oregon Short Line. Now an important privilege ac- 
cruing to the holders of the "Participating Fours" was 
that of sharing each year in the income received upon 
their collateral to the extent that this income exceeded 
during that year the 4 per cent, interest drawn by their 
bonds. There was grave danger that, when these back 
dividends were finally received, the holders of the 
bonds would insist upon being given the entire amount, 
notwithstanding the fact that in reality a part of them 
was to be set over against the interest already paid on 
those bonds during the legal deadlock. To avoid this, 
it was decided to call in these "Participating Fours" for 
redemption at 102J, as was permitted under the terms 
of the trust indenture securing those bonds. 

To retire these bonds and for "other corporate pur- 
poses," the Oregon Short Line created an issue of "Four 
Per Cent. Refunding Twenty-five Year Gold Bonds" 
amounting to $100,000,000. A portion of this new issue, 
amounting to $42,250,000, was sold at 96 and interest, 
or given to the holders of the "Participating Fours" for 
the principal and accrued interest of their bonds at a 
corresponding rate. The remaining $57,750,000 was re- 
tained in the treasury of the Union Pacific Railroad Com- 
pany. 

According to the advertisement, the security of this 
new issue was to have consisted of whatever the company 
received in exchange for its Northern Securities holdings 
and of any other shares or bonds at not exceeding 80 per 
cent, of their appraised value. For months all holders 
of these bonds imagined that their security consisted of 
Northern Pacific and Great Northern stock and Northern 
Securities stubs, as described in a foregoing paragraph. 
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When the mortgage finally appeared, 1 the investors were 
much surprised to find that the actual collateral consisted 
of the following: — 

Northern Securities Stubs $5,000,000 

Southern Pacific Company, preferred stock 18,000,000 

Southern Pacific Company, common stock 90,000,000 

Oregon R.R. & Navigation Company, preferred stock . 10,000,000 

Oregon R.R. & Navigation Company, common stock . . 20,000,000 

No Northern Pacific or Great Northern stock was included. 
The significance of the Union Pacific's bond conver- 
sions described above will now be seen. By the time the 
Oregon Short Line's new Refunding Mortgage was given 
out, which was late in 1905, enough of the former com- 
pany's bonds had been converted into stock to release 
not only the underlying shares of the Navigation Com- 
pany, but those of the Southern Pacific Company as well. 
These securities were substituted under the new mort- 
gage, thereby freeing the Northern Pacific and Great 
Northern stock for other purposes of the system. What 
was done with these securities we shall now see. 



III. 

Investments in Other Railways. 

We reach now the third and most recent stage in the 
expansion of the system or in the expansion of its inter- 
ests, — the investments made within the last year or two 
in sundry other railways not closely connected with the 
system itself. These investments are closely connected 
with the financial operations arising out of the Northern 
Securities combination. 

It might be maintained that the funds with which the 
Union Pacific Railroad Company and its auxiliary have 

1 The Union Pacific has a peculiar faculty for issuing and selling bonds and 
not exhibiting the mortgage instrument until weeks or even months afterward. 
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carried on their vast operations of the past few months 
were those obtained by means of the bond issue of 1901, 
but which the subsequent conversion of those bonds 
freed for the general uses of the company. The fact that 
they were embodied for a time in Great Northern and 
Northern Pacific stock was merely an incident; an in- 
cident, however, which had important results. 

The Oregon Short Line made the following disposition 
of its original Northern Securities stock. 1 Of the $82,491,- 
871 of these shares originally acquired, $10,000,000 was 
sold for $16,880,019 cash, $72,491,871 was exchanged 
for $21,652,089 par value of Great Northern stock, $28,182,- 
882 of Northern Pacific stock, and $724,919 of Northern 
Securities stubs. These shares might have been held as 
an investment. The 7 per cent, dividend paid by each 
of the two railway companies would yield about $3,488,- 
448 annually. The market prices of these two stocks 
became very high, however, The average market price 
of Northern Pacific stock during 1905 was about $199 a 
share; for January and February, 1906 during which 
time over one million shares changed hands, it was about 
$216 a share; for the first six months of 1906 it was about 
$205. The average price of the Great Northern stock 
during 1905 was about $290 a share; during the first half 
of 1906 it was about $306, and the quotations were as 
high as $348 per share at one time. At these prices the 
Union Pacific holdings in these two stocks together were 
yielding in dividends less 3 per cent, of their market 
value. There were other good railroad stocks which 
could be obtained at prices which would yield a much 
larger income. Manifestly, it would be merely a plain 
business proposition, if there were no other reason, to 
sell the Great Northern and Northern Pacific shares and 
reinvest the proceeds in other securities. This was done. 

1 William Mahl, controller of the Union Pacific system, at the Interstate Com- 
merce Commission's recent investigation. 
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Other motives no doubt entered. The Great Northern 
and Northern Pacific lines paralleled those of the Union 
Pacific system, and to retain their shares might entail 
other legal complications. Then there were the old dreams 
of a continuous transcontinental railway line from the 
Atlantic Coast to the Pacific. 

According to Mr. Mahl's testimony, of the original 
$28,182,882 of Northern Pacific stock acquired in the 
exchange, $24,030,082 par value was sold for $50,166,- 
357.95, an average of $208.76 per share; $4,152,800 had 
been unsold at the date of the investigation (February, 
1907). Of Great Northern stock, $21,652,089 par value 
was obtained in the exchange for Northern Securities 
stock, and $3,744,400 was acquired subsequently thru 
a subscription to new stock at par. Of this, $16,360,- 
089 par value was sold for $49,801,576.47, an average 
of $304.41 per share; $9,036,400 remained unsold at the 
date of the investigation. The Union Pacific also re- 
ceived on account of its holdings in Great Northern stock 
90,364 shares of that company's ore certificates, which 
were quoted at from $70 to $85 per share. 

From these sales, it will be seen, the Union Pacific 
realized in cash about $116,848,000. At the same time 
it retained securities which, at the same prices, were of 
the aggregate value in round numbers of about $43,000-, 
000. According to Mr. Mahl's statement, the original 
Northern Securities stock cost $79,459,691.36. Pre- 
sumably, this was the cost of the 781,080 shares of North- 
ern Pacific preferred and common stock which were pur- 
chased in the first instance. As shown above, in the 
subsequent redemption of the preferred shares about 
$6,300,000 of this investment came back to the Oregon 
Short Line in cash. This would reduce the final cost 
of Northern Securities stock to about $73,159,700. Add 
to this the $3,744,400 of cash subsequently paid on the 
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subscription for that amount of new Great Northern 
stock, and the total investment in these securities was 
about $76,904,100. To represent this the Union Pacific 
holds in securities or has realized in cash, as shown at the 
beginning of the paragraph, about $159,848,000. This 
represents a profit in hand and on paper of about $82,943,- 
900, or 113 per cent. 

Some wonderment has been expressed concerning the 
source of the funds with which the Union Pacific made 
its vast stock purchases of the past few months. It has 
been stated that this company is the most potent factor 
in the investment market. The above account will show 
the source of at least the major portion of these funds. 
But what has been done with them? 

It was reported that in September, 1904, Kuhn, Loeb 
& Co. had purchased several hundred thousand shares 
(variously estimated at from 300,000 to 480,000) of the 
capital stock of the Atchison, Topeka & Santa Fe* Rail- 
way Company for the purpose of obtaining for the 
"Union Pacific interests" a minority holding sufficient 
to maintain "harmonious relations" between the two 
systems. Later President Ripley of the Atchison stated 
that Messrs. John D. Rockefeller and James Stillman 
had acquired $25,000,000 of his company's stock. These 
shares must have been held privately, however, since 
the Union Pacific's report as of June 30, 1905, which 
contains a detailed table of all securities owned by the 
company, shows that no Atchison stock was included 
in its holdings. 

During that fiscal year, however, the Union Pacific 
acquired $10,343,100 out of the $19,544,000 of preferred 
stock of the Chicago & Alton Railway Company. In 
December, 1903, Kuhn, Loeb & Co. issued a circular ask- 
ing for the deposit, with certain designated trustees, of 
the Chicago & Alton preferred stock for the purpose of 
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selling it for cash or for the notes of any one or more 
dividend-paying railroad companies. If notes were taken, 
they were to bear not less than 5 per cent, interest per 
annum, mature in not more than five years, and be secured 
by this preferred stock itself. Large deposits under this 
agreement were reported. On October 1, 1904, Kuhn, 
Loeb & Co. announced the sale of this stock at $84 per 
share. The purchaser was not mentioned, but presu- 
mably it was the Union Pacific, since E. H. Harriman 
and two of his associates in Alton finances constituted 
the administrative committee under the agreement. In 
that case the Chicago & Alton shares cost the Union 
Pacific about $8,688,204. During the same year the 
Rock Island had also acquired $18,790,000 of Alton 
stock, and the two companies entered into an agreement 
for joint alternating control of this property. 1 

The Union Pacific's table of stocks and bonds owned 
(contained in its report as of June 30, 1906) does not 
show extensive investments up to that time in the share 
capital of independent railway corporations. The com- 
pany is shown to own still $15,436,400 par value of Great 
Northern stock and $13,352,800 of Northern Pacific. 
The Alton shares represented the only additional pur- 
chases up to that time. Yet there had been extensive 
sales of the former two stocks, enough to decrease the 
book value of the company's "Stocks and Bonds Owned" 
to the extent of $62,493,520. This is an enormous sum 
to lie idle, but it was not all idle. To represent the pro- 

1 The purchase of the greater portion of the capital stock of the old Chicago 
& Alton Railroad Company, made in 1899 by Mr Harriman and three of his asso- 
ciates, that company's subsequent sale of a thirty-two million-dollar bond issue 
at S5650 per 1,000-dollar bond out of the proceeds of which a 30 per cent dividend 
was distributed to its stockholders, the recapitalization of this system thru 
the organization of the Chicago & Alton Railway Company, the subsequent loans 
made to the latter company by Mr. Harriman in order to enable it to pay its pre- 
ferred dividends, and the more recent consolidation of these two corporations 
into one, — all this would make an interesting story. But to tell it would unduly 
extend this narrative, and, since the transactions were the private activities of 
Mr Harriman and his associates rather than of the Umon Pacific, a description 
of them has been omitted. 
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ceeds,the company had increased its cash onhand $13,913,- 
318, bringing the total up to $21,258,883, its advances to 
other companies for construction purposes by $16,841,646, 
and held "Demand Loans" to the extent of $34,710,000, 
besides other smaller items. The last item is remark- 
able. As we have seen, during two former years the 
Union Pacific had lent the Southern Pacific Company 
over $20,000,000; but these were not carried as demand 
loans. The reader will wonder who the borrowers of 
this enormous amount of funds were. Were they other 
companies, officers of the Union Pacific, or were these 
funds put out on call loans in Wall Street? He will be 
left wondering, for the company's report throws no light 
upon the subject. 

After June 30, 1906, the Union Pacific made up for 
the time it had lost in the work of reinvesting its funds. 
According to the testimony of Mr. Mahl, the company 
purchased, between that date and the Interstate Com- 
merce Commission's investigation, a mass of securities 
of an aggregate cost of $131,970,018.46. Summarized, 
these consist of the following: — 

Acquired by the Union Pacific Railroad Company: — 

Cott pa- 
Par Value. Cost. Share. 

Illinois Central R.R. Co. . $18,623,100 $32,618,883.53 $175.15 

Railroad Securities Co.: 

Common stock .... 3,415,400 6,905,156.42 202.18 

Preferred stock .... 1,898,400 1,917,988.42 101.03 
St. Joseph & Grand Island: 

1st preferred 932,0001 

2d preferred 1,250,000 \- 2,022,540.00 39.79 

Common 2,900,000 J 

Fresno City Railway . . 495,650 106,410.98 21.47 
Pacific Fruit Express, 10% 

subscription to $12,- 

000,000 1,200,000 1,200,000.00 100.00 

Total $30,712,550 $44,770,979.35 $145.77 
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Acquired by the Oregon Short Line Railroad Company: — 

Coat per 

Par Value. Coat. Share. 
Atchison, Topeka & Santa 

F6, preferred stock . . $10,000,000 $10,395,000.00 $103.95 

Baltimore & Ohio : 

Common 32,334,200 38,801,040.00 120.00 

Preferred 7,206,400 6,665,920.00 92.50 

C.M.&St.P.Ry.,common 3,690,000 6,274,500.24 170.04 
Chicago & Northwestern, 

common 2,572,000 5,303,673.94 204.21 

New York Central .... 14,285,745 19,634,324.93 137.44 
Northern Pacific Ry., 5% 

subscription to $2,491,- 

600 ... .- 124,580 124,580.00 100.00 



Total $70,212,925 $87,199,039.11 $124.19 

Total, both companies . . 100,925,475 131,970,018.46 130.76 

In computing the average cost, a par value of $100 a 
share is assumed in every case. Of the total, $45,466,960 
was the cost of Baltimore & Ohio stock. Of this, it 
was stated by Mr. Harriman in the investigation, $36,393,- 
432 was unpaid as yet, leaving $94,576,586 to represent 
the reinvestment of the proceeds of the sales of Great 
Northern and Northern Pacific stock. To this is to be 
added, possibly, the $8,688,204 paid for the Chicago & 
Alton shares in 1904. We have accounted in this way 
for $103,264,790 out of the $116,848,000 estimated above 
as constituting those proceeds. The Union Pacific's ad- 
vances to other companies will account for the remainder. 

At present rates of dividend, the annual income on all 
of these shares aggregates $4,693,703, which is nearly 
4.55 per cent, on their cost. This is to be compared 
with the barely 3 per cent, which the Great Northern 
and Northern Pacific stocks yielded on their market value 
at the time of their sale. This annual income itself ex- 
ceeds the total income received in dividends on those 
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two stocks by $1,205,255. There is yet to be counted 
the income on the unsold Great Northern and Northern 
Pacific stock which would bring this excess up to $2,128,- 
500. As before stated, the Union Pacific's sales and 
reinvestments were a good stroke of business. 

Concerning the purchase of the Illinois Central's stock 
Mr. Harriman stated on the stand that control of this 
system was not one of the Union Pacific's motives, since 
control had not been acquired. This illustrates Mr. 
Harriman's acuteness in taking advantage of a techni- 
cality. Technically, the Union Pacific does not have con- 
trol of the Illinois Central, since it owns only $18,623,100 
out of the total amount issued of that company's stock, — 
namely, $95,042,600; control of the Railroad Securities 
Company gives it voting power over possibly another ten 
millions owned by that company. But these holdings 
certainly give the Union Pacific a strong influence in the 
direction of the Illinois Central's affairs, and constitute 
a large nucleus about which to build up actual control 
of that company. 

Further, Mr. Harriman's own words, as recorded in the 
minutes of the Union Pacific's board of directors, show 
that he did contemplate control of the Illinois Central 
when he advised the purchase of its stock. - Summarized, 
Mr. Harriman's argument for the purchase was as follows : 
(1) the Union Pacific served a large grain-producing 
country, but had no line to the Gulf or to Chicago and 
the South-east; (2) the value of a system having low 
grades and extending from the territory north of the 
Missouri River to the Gulf will be enhanced by the Panama 
Canal : the importance of such a connection to the Union 
Pacific is very great; (3) the strategic value of the Illinois 
Central is little understood and appreciated, and its stock 
is bound to become much more valuable. 

In the last argument Mr. Harriman might be inter- 
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preted as advising the purchase of the Illinois Central's 
stock for investment or speculative purposes. But there 
is certainly running through the entire argument the 
idea that the control of the Illinois Central would greatly 
benefit the Union Pacific on account of the latter's grain 
traffic. One proposition in which far-seeing railroad 
managers are coming to believe thoroughly is that event- 
ually the foreign-bound grain from the Mississippi basin, 
and especially from the States west of that river, will 
move by way of the Gulf instead of the Atlantic ports. 
Because of this idea certain systems, notably the Rock 
Island and the Missouri Pacific, have been throwing lines 
into the Gulf ports. When this time comes, the Illinois 
Central will probably be the most strategically located 
railway system for handling this grain traffic. The im- 
portance of that system to the Union Pacific in such an 
event can easily be seen. In the mean time its possession 
would give the latter an important connection with 
Chicago. 

It was these ideas just as much as that of finding a 
good investment for the Union Pacific's funds which im- 
pelled Mr. Harriman to advise his company to pay $175 
a share for Illinois Central stock and to buy Railroad 
Securities stock on the same basis. The fact that a large 
portion of both of these stocks was purchased from Mr. 
Harriman himself, and that he had acquired them at a 
much lower cost in years long previous, might be made 
the basis of criticism by his enemies. Fair consideration, 
however, will deprive it of any significance. 

The above described stock purchases, we have inti- 
mated, might be considered to be the reinvestment of 
funds liberated, or rather borrowing capacity created, 
by the conversion into common stock of the Union 
Pacific's bond issue of 1901. The conversion of those 
bonds also made another financial measure possible. 
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It reduced the fixed charges to the extent of $4,000,000 
a year, thru the conversion of an interest into a dividend 
claim. This, together with the rapidly increasing earning 
power of the system, placed the Union Pacific in a posi- 
tion where it could finance a part of its further capital 
requirements by means of the sale of preferred stock 
instead of bonds. The truth of this statement will be 
evident if one considers that, altho the interest charge 
which disappeared in the bond conversion was replaced 
by a much larger claim upon earnings for the payment 
of dividends, yet these dividends were upon common 
stock. Any new preferred stock which might be sold 
would present a claim for dividends which would be 
superior to that of the common stock. Such preferred 
stock ought to sell well, because after the conversion 
of those bonds a much larger portion of the net earnings 
would be left for dividend purposes. 

It was this consideration which actuated the Union 
Pacific in its authorization, in April, 1905, of an increase 
to the extent of $100,000,000 in its preferred stock. The 
issuance of such stock at this time, had the capital re- 
quirements of the company necessitated the creation 
of some new security, would have been in accordance 
with a conservative and wise financial policy, for it would 
have economized the credit of the company. It would 
have left unimpaired the company's ability to issue bonds 
at a later date, should its need for capital funds again 
become pressing. However, altho authorized for some 
unnamed "lawful corporate purposes," none of this pre- 
ferred stock has been issued. 

During all this time the Union Pacific had not been 
idle in its traffic department and in its work of building 
up its system internally. The growth of traffic earnings, 
income from investments and other sources, net income 
available for dividend payments, dividends, surplus in- 
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come, and the appropriations therefrom for betterments 
arid equipment are represented in the following table : — 





UNION 


PACIFIC OPERATIONS. 








(000 omitted.) 




1900. 


1901. 


1902. 


1903. 


1904. 


1905. 


1906. 


Gross earnings 


$39,148 


$43,538 


$47,500 


$51,075 


$55,279 


$59,325 


$67,282 


Net earnings 


18,952 


20,201 


23,311 


23,735 


26,253 


28,954 


32,020 


Income from Invest- 
















ments, etc. 


2,744 


3,221 


4,581 


4,648 


5,520 


6,497 


10,330 


Gross mcome 


21,695 


23,422 


27,891 


28,383 


31,772 


35,451 


42,350 


Fixed charges 


9,108 


9,825 


13,388 


13,107 


13,922 


12,665 


10,586 


Net income 


12,588 


13,598 


14,503 


15,277 


17,850 


22,786 


31,765 


Dividends 


7,744 


8,420 


8,197 


8,333 


8,333 


10,087 


19,532 


Appropriations for 
















betterments and 
















equipment 


2,000 


1,500 


2,000 


2,000 


3,500 


4,479 


4,200 


Other adjustments * 


+2,403 


— 


+220 


—5,173 


+110 


+385 


+125 


Net surplus 


5,247 


3,678 


4,526 


—229 s 


6,127 


8,605 


8,158 



The enormous increase between 1900 and 1906 of 
$28,134,000 in gross earnings is seen at a glance. This 
is nearly 42 per cent. Not less striking, the net earnings 
have increased $13,068,000, or 69 per cent. This shows 
economy in the operating department. This economy 
has not been secured by under-maintaining the property 
or equipment, however, for the Union Pacific, like the 
Southern Pacific, makes maintenance expenditures 
which are well above the average of those on other sys- 
tems. 

Probably the most remarkable line in the table is that 
representing the income from investments, loans, etc., 
showing an increase in this income from $2,744,000 to 
$10,330,000. The amount for 1906 was more than suffi- 
cient to pay half of the dividends of that year, and ex- 
ceeded the entire amount of the dividends distributed 
in 1905. The increase in this income has been most 
marked within the last year included in the table, and is 
due in part to the commencement of dividends on South- 
ern Pacific common stock, in part probably to the inter- 

1 Net increase to income, +, net decrease, — . 

2 Net deficit. 
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est on the $34,710,000 of "Demand Loans" spoken of 
above. Owing to these increases in income and to a re- 
duction in fixed charges in recent years, due to the con- 
version of the 4 per cent, bonds of 1905, the net income 
available for the payment of dividends has increased 
at an -ever greater rate, namely $19,177,000, or 152 per 
cent. 

The dividend payments have grown rapidly since 1904. 
This is due to two causes; namely, an increase in the 
rate to common stockholders and the aforesaid conver- 
sion of bonds Into that stock. In September, 1905; the 
common stock was placed oh a 5 per cent, basis. In 
April, 1906, it was advanced to 6 per cent. Finally, for 
October, 1906, it was placed at 10 per cent., the semi- 
annual dividend of 5 per cent, being payable 3 per cent. 
from earnings and 2 per cent, from the income from in- 
vestments. 

The manner in which this last dividend was announced 
has brought upon Mr. Harriman and his associates prob- 
ably more deserved criticism than any other act. The 
boards of directors of the Southern Pacific Company 
and of the Union Pacific Railroad Company met in the 
same room at practically the same time. The former 
transacted its business first. The enormous growth in 
that company's net earnings, its directors thought, justi- 
fied them in commencing the payment of dividends to the 
common stockholders, and accordingly that stock was 
placed on a 5 per cent, basis. The Union Pacific board 
then transacted its business, declaring the customary 
2, per cent, semi-annual dividend on its preferred stock 
and the common stock dividend, as described above. So 
far all is well. But a report concerning these actions was 
not given out until two days afterwards. When this re- 
port should finally be given forth, both the Union Pacific 
and Southern Pacific stocks would rise many points, as 



610 QUARTERLY JOURNAL OF ECONOMICS 

they did rise afterwards, on the market. Here was an 
excellent opportunity for those with foreknowledge to 
reap millions of profits by buying these stocks at the 
existing prices and selling them on the advance. Whether 
this was actually done, no one knows but those who had 
this knowledge, namely, the directors of the two com- 
panies. Mr. Harriman explained the delay by saying 
that two of the Union Pacific's directors were not present 
at the first meeting, and he thought it advisable to in- 
form them of the action before making a public announce- 
ment. This may be all true, and those who were in pos- 
session of the confidential knowledge may not have used 
their knowledge to gain a single dollar for themselves. 
Yet it does not seem that the importance of giving those 
other two directors advance information was great enough 
to warrant the giving of such an opportunity for amassing 
ill-gotten gains. 

But, after paying dividends amounting to ten or twenty 
millions of dollars, the company has had vast sums left 
for betterments and other purposes. For instance, in 
1905, $4,479,000 was spent upon or appropriated for 
betterments and equipment, and charged against the 
surplus account, yet $8,605,000 remained of the year's 
earnings to increase the formal surplus. In 1906, after 
paying $19,532,000 in dividends and after charging an- 
other $4,200,000 against the surplus account for similar 
purposes, it again had $8,158,000 to carry to its surplus 
account. This surplus, too, it must be remembered, is 
not kept in the form of idle cash, but is also expended upon 
betterments, in the purchase of additional new equipment, 
or by way of advances to other companies (notably the 
San Pedro, Los Angeles, and Salt Lake) to aid them 
in the construction of their properties. Its use differs 
from the previously mentioned appropriations only in 
that the cost of these things is added to the "cost of rail- 
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ways and equipment" account or carried as "advances 
for construction"; i.e., is treated as a capital expenditure 
instead of being technically classed as an expense, and 
deducted from "surplus income." 

The financial strength, and, yes, we may even say the 
financial conservatism, of the Union Pacific Railroad 
Company are brought out in the above description. A 
brief restatement of certain facts will throw the policy 
of the Union Pacific management more strongly into 
relief. Mr. Harriman has enforced for this company the 
highest standard of maintenance for roadway and equip- 
ment of any railway system west of the Mississippi River. 
The expenditure for maintenance of freight equipment 
until 1904 was, perhaps, somewhat below the standard 
set by other systems, being about 4£ mills per mile run 
(for freight cars) as compared with 5 to 6 mills on other 
fines; but the Union Pacific's expenditure on this branch 
of the equipment rose to 6.13 mills in 1905 and 6.87 mills 
in 1906, — figures which are as much above the standard as 
the earlier amounts were below it. The expenditure for 
the maintenance of the passengers equipment during 
the last five years has averaged 1.25 cents per mile run 
of those cars, or more than 25 per cent, more than is 
expended by other Western companies. To maintain 
the locomotive equipment, the company has allowed an 
average of about 9.82 cents per mile run, or 50 per cent, 
more than comparative statistics would indicate as 
necessary to keep this branch of the equipment in good 
operating condition. The alkaline character of the 
water used in the boilers over a considerable portion of 
the system will account for a part of the excessive allow- 
ance for locomotive maintenance, but not for all of it. 
These expenditures mean that, as the company's equip- 
ment wears out, it is replaced with more capacious and 
better equipment, the entire cost of which is charged as 
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an expense; they mean, also, that the old equipment 
is sent to the scrap heap earlier in its life than is similar 
equipment on other systems. 

In a similar manner the Union Pacific has allowed an 
average, during the last five years, of $1,256 per mile per 
annum to maintain its roadway, while other Western 
companies have been expending only $800 and $900 per 
mile on their lines. These expenditures result in giving 
the Union Pacific an excellent road-bed and track over 
which to roll its traffic and an adequate equipment with 
which to handle it economically. 1 

All of these liberal maintenance allowances the Union 
Pacific charges as a part of the expense of operation. 
They are taken into account before net earnings are 
ascertained. Yet, in spite of their great magnitude, the 
company has the large net earnings indicated in the 
table exhibited above, — earnings which are large enough 
to pay fixed charges of nearly $10,600,000 and the huge 
dividends of over $19,500,000 distributed in 1906, and 
still leave a surplus reserve of nearly $2,000,000 for other 
purposes. But to these earnings the company adds a 
vast sum — it was more than $10,300,000 in 1906, and 
will approximate $14,000,000 in 1907 — received as in- 
come from investments in the stocks of other railway 
systems. In fact, the Union Pacific could completely 
abandon the operation of its railway fines and still re- 
ceive, as tribute from the Alton, the Atchison, the Balti- 
more & Ohio, the Northwestern, the St. Paul, the Illinois 
Central, and the other great railway systems whose stocks 
it owns, enough income to pay its fixed charges and the 
customary 4 per cent, dividends on its preferred stock. 

Thomas Waenee Mitchell. 
New York University: 
School of Commerce Accounts and Finance. 

1 For a striking comparison between the financial strengths and management 
policies of the Union Pacific and its great rival, the Great Northern! see the WaU 
Street Journal for June 26, 1907. 



